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I 
. A <  p&? OF !he 2 -1  process. L \ I  1 3 i c ~  ctnce \la! h a \ e  hrer rcduscd tn man! 
na tes .  mosi nolahi) in the Quesi  Region. bur also in SBC. and BellSouth siaieb. 

\ \ e  e\pecI scnnie morr L l L  reduslions i\larsachusetis. \e)\ Jerre! and 
P i . ~ $ ! l \ 3 n i i  arc pcndtn: f o r  \ 'c:mn. h r  nan.p!cI  hut c \pc i i  the pace I D  slow 
ctLer: hna  much U S E  r a i c ~  h a l e  decre~sed  and ? ' \en ihai thr 1-1 process that 
Uri \c> ,umc u : i l i c  cuts I >  ncmn: I:) end 
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ne fi",,d o f a p p l l c a ~ l o n s  ior In-Refion ions dict3nx en:? unier se<:mr, 2-1 
J.ocZccn :-Is ha \c  h Y n  

crantea to the ReSmnaI Bells (RBOCsl so jar. and the FCC h3s applisa:~<~nS for 

srlenteen more before i t  right nou :  Alabama. Kentuck!. \ l issl~sippi.  \onh  
Camlina and South Carolina for BellSouth: Colorado. Idaho. h \ a .  SehrasL.3. 
S o n h  Dakora. \lonrana. Utah. Washington. and U')oming for Quest: heu 
Hampshire. Delaware. and Virginia for Vcrizon. 

B) !ear-end 2002. u e  expect 2-1s to cover all BellSouth states ehcepr Florida. 
3 ; :  Quesi  states excep: \Iinnesota and possibl! ,Ari~ona. and all \'enLon states. 

SBC has  a good chance of having California granted h) )ear-cnd. and a slight 
chance of haling \Ixhigan granted as \\ell, nith the res1 or the Amentech 
S L : K >  liAi.1) :n slip into the first halfof2003. 

.45 the KBOCs h a \ r  prepared 10 suhmit thci: 2-1s.  the! and their state 
cornmissions ha \e  made chany-s to their unbundled ne tno r l  element (L?iE\ 
pnccs. \ \ h i e  commissions dii occasionally change LXE prices indrpendently 
of :he 2-1 process-as Sea )'OIL did earlier this year and 2s !vlassachusetts. 
Seu  Jerse!. Texas and Penns!l\ania arc doing no\\-niost chanpes h a w  been 
made 35 pan or  the 2-1 process Thus. both because CS1; rates have been 
lonered sharp]! in  niobt state, mer  the last !ear m d  hccaux  the 271 process is 
enains. \ I C  n p e c t  a s lmter  ra:e o t c h a n y  to C l l .  p r i c e  m e r  the next !car or 
:u j ,  :ha,: w i' h.1 c 5 

:he Te)ecom ,kc; ( 2 - 1 )  i s  ruaching 1:s crest. 

. .  
\I : c>% n;unrh, 
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. ~ T & T  lust hefan depio!rn: CSliP ir, Caiijomia. \\here SRC \\I;, r : ~  be 3b:c 
Io respond on the Imp-distance side t l i l  around year-eni 2001. 2: hcs: .AlA I 

aisc, tn \!1ihjpc. Illinois. and Ohio. uhere i t  1 5  un)iL.e!! : h ~ :  SRC ,,I:! be 
able to respond on the long-distance side t i l l  sometime in the first haIfof20ll.: 
,as \,e ~ndicate helou. L X L P  discounts are p a t e s t  o t t ra i :  In thr SRL. Rcg~t.r: 
Bci:South I S  srcing LSLP-hased e n m  primaril! in Georgia a n i  I-kwdz. ix: 
,ATAT has no: !e: entered Flonda. Florida IS the onl! state in u h l i h  \ \ e  d<> no1 
expect BellSouth IO ha \e  a 2 7 1  tili  late ilrst quaner 2003. @\vest's rates h a \ r  
recenli? dropped in a numher of states. so that the Regional averaer LKEP rate 
ha, dropped from S2S.21 to 523 9-r Ho\\ever. we d o  not hr l i r tc  that cn tn  
into Ques1.s t r r r i ton  is a high prionr! for the IXCs at an! pnce. \ 'enzon's 
rate at 520.27 I S  the second lourst on a Regonal  basis. hut that rate is 
relair\el? siahle \ I .  \la! o i  100:. 11 IS also \vonh nouns  that \ e r n o n  has not 
IOSI much market share sinic rates in S c u  York u e r e  Iiwered in Januar).. 

. 4 T b T  hac indicated that i t  51 ill enter Pennsylvania and \lassachusetts this 
!ear. bur neither the timing nor the le\el olefloi? in those states I >  clcar to us. 

Thr Supremr Coun ha, ailinned the 1.CC.s right to doignatc  TELRlC ITotal 
Element Long R u n  Incremental Cost) as the methodolog! h! which LYE 
prices are set. \lore broadi!. in its \la) 2002 \'erizon Communications Y. 

FCC decision. the Supreme Coun appeared to aflinn the 1:CC.s right to 
designaw an! method other than ratc-ot~-reNm. uhich IS specificall! precluded 
h) the Teleconi .Act. for thc purpose oi' setting CSL prices. 

,411 01 ihe\e jud ic ia ;  declcinns n i l t  I iJ le  an impact on the rriennial revieu 
tthich u'as Inillaicd b! thc i .CC i n  Dccemhcr of Z O O 1  to decidc nliich L X E s  
s t i i i  mrc! thc x c e w n  ~ n d  1n:p311" irsi, The iriennlal rr \ leu \vas especied 
to concludc rhii !car I t  thc 1) C Circuit dues accept the I.CC's appcal. u e  
heiie\c i t  I \  unliAci! Ih3l t h e  1'C.C \*ill issue an order i n  the triennial revieu t i l l  
alic: the coun rules. most l ikel) somc time next spring. 4s tdc  from delaying 
the conciusion. ihc \ a r ~ o u s  couc decisions arc Iikel) to drwe the I'CC touard a 
more f r3nuIar  anal!sis than i t  had dunc in the past. That n a b  the bent of the 

i u e n t  I(.(' an>na!. hu; the D C. decison reinrorces i t .  I;or example. u e  
r \ou ;d  not bc S w p r i d  tu  scc suitchinp removed as an clcrnent in some 



markers ~ai r l !  quick.!: a n i  in orhe:j m e r  some lonPer v a c ~ ~ : i ~ r  :X':IL\~ <??.': 

elemenis also migh: he remmed m e r  time in p>g~3+1 ;  m 2  c : ~ ~ ' . e :  

markets. I f  h e  FCC decides IO rake granularip d o u n  to the \\ ir1'-551!15r IC\ 5 : .  

may leave acNal implementation in the hands of the sules. hut u ith falri! 
rlchi rule, 10 guide &a: imoiemeF.uiian In the context of L T E P .  mk3: I >  

s l p i i c 3 n :  ahoui the remo\a: of an indnidual elenier.: I> :ha: i t  n;Jk.e. I: 

necess- ior he CLEC IO d e  some uork 10 reassemhir. lhc iirx \\ htr. I: tnlcris 
o,#n equipment. Thai w i l l  make i t  more difiicul: IO mo \e  i3rge nunihers O r  

customers rapidl). Thus. the timing and outcome o i  the triecnial re\ieu i s  

impanan: both io the CLECs lSCr u h o  use L K E P  anc to the RBOCs 
~ h u  arc n hulesalinf lines tu  those CLECs IXCs 31 deep d i b c x r h  

The x m a !  financial impact of L S E P  on either the RBOCs or their comperiror~ 
,s. or  course. what investors care ahout. Cnformnarcl!. I I  is difficult to 
quantif! hecause ii depends so much on the companies' strategies Thc more 
C L t C s  are ahle to cream-skim in 3 given m a r k .  the hener their own margins 
and the greater the damage IO the RBOC. The CLECs' ahilin to cream-skim. 
in rum. depends not onl! on the CLECs' o u n  rtraiegies. hut on the RROCs' 
uin-back. efions. \\ hich ohen inilude rhc innoductio;i or'neu pricing plans and 
the RBOCs' abilit! to offer all-distance plans. Thus. damage to the RBOCS' 
ilnancials cumes not only from the conversion of rrrail rctenues to uholerale 
r e \ e y e s .  hut tiom a broader repricing in response io competition. The offset 
from Ion's distance appears tu he fairly minor. a! this p u n t .  .Although 
ultimaiel~ 211-distance customers ma! he "stickier" than those who use only 
one service. iniiiall! both sidcs x e  likely to spend more on marketing to fight 
chum than the? did heiore. 

Our \ la! I ,  2002 repon included one erron at such an anal!sis. I t  found that 
L Y E P  creates a discount of ahout 1qD0 to 1 2 O 0  he lm retail rusidcntial revenue. 
Csing the same re ia i l  rates. those discounts would now range from 21Yo lo 

! O o o  .Another \<a! io look 31 ihc issue is to usc thc FCC's rate reference 
hook. n b , ~ c b ,  reile>. IT, :am. (ir T\> hi ! i -h2nr t inf  d313 .\i;iirding to this 
dau .  aterage rcsidcntia! spcnuinc pci huu,chuW un IOLII benice i s  5426 per 
!ear and nn long-di<:ancr S 1 - b  pcr :\scuming I I liner per household. 
thai wuuld equate t o  dhnui S;U per line in lucill r c \ enuc  plub ahout 5.1 per line 
in accer, charges in: a I O I ~ !  i r i c n u e  per line ocahout S3:-Sl4 Thai figure 
falls u i i h i n  the range of C.:ii-C~;i for retAil consumer r e \ r n u e  that we had 
esii#arrd in \la!. ~ l t h i i u y h  h u h  caIcuIatii~nb prcscnr poteniial problems. For 
the T'iS dam. speciS~caIl!. I: I< noi clear \\hether tabes and C,niversal Sen ice  
Fund contrihu:ion\ ~ h i c h  3c R B W  nould mipl! pa\< through to the 
govemmcni are included in ihc revenue. With that ca\cat .  n c  arc using $33.50 
as a nai iow!  3\eracc r r s idrn i i~ l  r ~ t e  T h ~ i  Isads IO L '1 l .P  dlscounis on a 
K e s i ~ ~ n - \ ~ i d i .  has15 UI in  Uc!ISourh. :Soo in QUCSI. 489. i n  SBC. and 400,; 

more than three Ions-distance rus tomus  to makc up for thc revenues from any 
local cusmmer 11 loses f8.1'4 or local pius access re\enue \s. 5128 of long. 
dlsrancc rc\cnue net o~.acccs,i.  And-given thc dlfj'ercnt SmcNres of 
the I n d u s m - i i  needs more ihan that in makr up for the lost cash no,,, 0,- 
course. 10 Ihc e m n :  :ha: an I s C  can capture ,mall hu,lncss cuStOmcrS 
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In "erlzon The TXS numherr 31% indicair that the R R O ( '  \\auld need 10 pain 
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RESEARCH DIRECTORY 

Business S e n i c e s  

i\ iiiiarn Surhrrland. Direcro: oi Reisarch I:l51 X - 4 L l I ~  
\lichae! \ iola I l l 5 1  zs2..:s-4 

Retail: Special? & Electronics 
I < i i h a r i  ,4 Zimnxrman 12191  32-401-  

R ! x  S. Zeichncr (2151 ZS?-SOlh 

Special? Chemicals 6: 3Iaterials 
C.h-isrophcr \I C r o o k  Ck.4 ( 2  I 5  1 292-40 1 8 

Dawn G Xloehn i2 l i )2S2-4014 

Telecommunications & Broadband Services 

\ nns  \Ian2 K n \ z c c .  Ph D .  CF.4 
k w i n  L Burn,. Ph D 
Gregon S \ 1:3ie 

Telecommunications Equipment. Connech\ are 6. Setwork Security 
l\’i!iian: R B e c k i t x ~ .  CF-2 161-1 5’6-9850 

\Iishaei Kern 161-1 i7tt-?P48 
(;UOIIA Zhang 1 2 1 5 )  2S1-SO20 

Institutional S a h  6: Tradine 

I 



SBC Communications, Inc. (SBC) 
Meeting with sBC CFO highlights key 
initiatives; no estimate or ratings change. 

s 
. 
Q 

4 
- 

r SBC considers fixing the UNE-P mess, as a prime corporate objective. Delayed LD entry in 
key locations, combined with the lowest UNE-P rates in the country, have uniquely 
exposed SBC t o  profit-eroding share loss. Despite this, SBC'r CFO Randall Stephenson s t i l l  
sees stable cash flows through aggressive cost cutting, combined with the ability to 
maintain trends in share repurchases and dividend hikes. Consolidation in wireless i s  
another key objective of SBC. Acknowledging the proliferation of conversations among 
wireless carriers, Stephenson indicated al l  talks are st i l l  preliminary. In the meantime 
Cingular i s  raising prices, sacrificing sub growth, and looking to improve profits. 

Frank 1. Governali, CFA 
'rank governal@gs corn 
Portland 1-207-772-3300 

laion Armstrong. CFA 
jaron armrtrong@gr corn 
Portland 1-207-772-3391 

Goldman Sachr 
Global Equity Research 

FOR IMPORTANT INFORMATION ABOUT COLDMAN SACHS' RATING SYSTEM AND OTHER DISCLOSURES. REFER TO 
THE END OF THIS MATERIAL. GO TO http:llwww.gr.com/~esea~ch/hcdge.html. OR CONTACT YOUR INVESTMENT 
REPRESENTATIVE. 
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" . ,il. i exaggerated rhe speed of i\irejess cvnsoiidarion an3  rhe progress i:iar has bee.. , < i c h i ,  <.<..e 
H o u e x e r  rhe desirabiiiry of pprrlne a deal done  is ob\ious and rhe compan!~ arknoi t  Icflpd a;:i\c 
conversarions \ I r  Srepneqsop, ":re< :nar c i  r h ~  :~.tc :;:;3ns f2: i e a ! ~  A\\': ;rete-.:> le,. :?;..;I::.. 
bur grearer regularor! an2 inirgrario- hl;rdier \ oii?s!rPaT? CresPnIS hiQhQ; dli~I:;or> 311: :?.: ?-ns:( : 
regularon. approval and inregrarign Funhermore  siniiiar to press acrounrr he indica:?: d 0211. 

for Voicestream may be impra:iicaI \\ithour raking in 3 T  as an  equi:! parriapail: t i  f no Ai- r?s:i 
deal .And imporranrly SBC is n2en io rhar possibili? 

\r?- ,nrLESS PRICE YIii;E' DESF::; SLO\YE': SL-B CRO\: '3:  Thc h e d i q  i: 
mergers are nor neari, upon us  \'e1 In rhe nieanrime Cingular 15 rakin$srt.pr lo 
price hihes are geared io boos! oioiirabilir\ men as I I  sarriiices sub g r o n r h  Tlic 
increase in narional plan rares announced this n?eA are  Seared i o  borh redtire of 
roaming cosrs and slov do\in ih r  consurnpiion of ?E>I.A neti+orh caparir! SEC aad ELS a r r  f+ 
experring rheirjoint venrurr I C  experience lois io no sub pro\r.rh as a resulr of rhrse acrions as ~ P I I  
as the cusromer churn [ha! \%.I!! 3" sumulaiea b! rhe \ \o r idConi  rcseller 5hifl 

C.APEX TO RE\.ESL-E SIIOCLC BE S O  HIGHER TH.AS 15': .\Xi2 \\ILL 6E LC)\f'ER 
.!+%EST GRO\1'TH There 1s a broad effort  io cur c a p r s  in  borh irireiine and irirrless operations. 
In  \$ireline Srephenson inditarcd thai current ihinking is ihar capes  to sales shnuld bc 110 highcr 
rhan ! Sc: and rhar in rh? curren' en! ironnienr ir should be nu higher rhan 13;: and yet i t  IS 
? ~ h u s  furrher capex cu r imou id  @TU! 111 ouf i i m  i f  demand recover) cmti i iues  r v  fdlier I: 
n o u l d  not be surprising io se? rapex io sales fall belo\$ the 1 S c c  rate. as ir has in orhcI coiinrrim 
On the uireless side capes c u r s  dre alsv anticipated In our  view sloirpr rape\ .  spending in 
\\ireless is furihci suppone? h \  rh? p r o y v r i s  of indusrn ronsolidaiion 

COST REDL-CTIOSS KE!' T(3 \ !AIST.AISlSG E.ARS?SGS .ATE FOOSTIS(. \ l .ARGISS SBC 
sees rhe margin differenria! benirpn i r  and \'% and 8i 5 as indicaring an oppvrrunir!' for iurrher 
cost curring Poinring io oppor  ips i n  consolidarir:g ca l l  r r n w r s  raising cffirirnrirs in nerirork 
operarions and generail! rrimminp overhead cvsts Srephenson is focuspd and confidenr in using 
rhese sreps io help impro\ r  margins in rhe farr of stiar( loss 

C.\LIFORS:.A DSL ES?ER!ESCE G I \ 5  C O S F l D E S C E  IS LOSC TER\! POTESTI-ZL In 
California SBC is e n p i n g  ihe bcnrfiis of scalc DSL or~rratioris haxing arh ic \cd  abmrt 100.0 
p e n e r r a r m  so far .As a resulr c;ii-rarions are ai r rad i .  FRI?!XI positiw and nir rhP rra,jecron' IO 
rrach SBC s rargeird hiirdir rar? 
The sreps rhar gor California X J  x n  
5.?& cosrs c!Trrri\r r h u r  rnr'ro! \'.r. r o n x n ~  I- 3. 
cahle operators SBC belie\es rha: I 

ofJcrlng are  onr sicp in gririnr :jirri, Tki< 11 

should be abie ro rnainfnir; n n  d\ r r . i$+  
ihan our long tcriii rsriinair ti 

Due  i o  the absericr of lory 015 
innlinui' in  ir \  io  bundlr 2SL 
tnmr cusrnnierr. i a k l i i ~  :Xi jll, I '  ; #  

nclud? ai l  F>c::I\? sv l l -  i inral ldi ioi i  pivgrm' ,  Ion help 
c i i r r r i \ i  m r h r r i n ?  acai i is i  rhr 
!I\: \ \ i l l  r'rrui ,ind that riered 

.>!'. 1 ,':,r! rm,nthI\ piircq in: In \ \ r r  sprrds hiit 
ii i i :!~eI\ 5 I ( '  ' T l ! i s  I\ n l i r f le  higher 
.i: i11? i i idi  hrr iii rhi' smir \!a\ 
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